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TREASURY. DEPARTMENT OF

Certain partnerships and S corporations are required to separately state meal, travel,
and entertainment expenses under temporary and proposed regulations issued by the
IRS (see the 3/2/88 Fed. Reg. . pp. 6602-03 and pp. 6670-71).
The IRS said that
the Tax Reform Act of 1986 "made significant changes to the rules for deducting
meal, entertainment, and travel expenses."
In general, those changes are
effective for taxable years beginning after 12/31/86.
In the case of a
partnership or an S corporation, the IRS said, deductions for meals, travel, and
entertainment expenses are reflected in the taxable income of a partner or
shareholder for the taxable year with which or within which the taxable year of
the partnership or S corporation ends.
However, the Service noted that "because
the application of the effective date provisions to partnerships and S
corporations may impose substantial administrative burdens on taxpayers for
expense paid or incurred prior to 1/1/87, the temporary regulations do not apply
to meal, travel, and entertainment expenses or partnerships and S corporations
that are paid or incurred before 1/1/87."
Therefore, the temporary and proposed
regulations require partnerships and S corporations to separately state expenses
paid or incurred after 12/31/86 by partnerships or S corporations that have
taxable years beginning before 1/1/87 and ending with or within partners' or
shareholders' taxable years beginning on or after 1/1/87.
Written comments and
requests for a public hearing must be delivered or mailed by 5/2/88 to
Commissioner of Internal Revenue, ATTN:
CC:LR:T (LR-29-87), Washington, D.C.
20224.
If further information is required after reading the temporary and
proposed regulations, please contact David R. Haglund at the IRS at 202/566-3297.

Final and temporary regulations relating to real estate investment trusts (REITs) and
regulated investment companies (RICs) have recently been published by the IRS (see
the 3/1/88 Fed. Reg.. pp. 6146-48).
The final regulations provide the necessary
guidance for the proper manner and method of reporting and paying the 4 percent
excise tax imposed on REITs and RICs.
The regulations reflect the amendment to
section 4981, and the addition of section 4982, by the Tax Reform Act of 1986.
Additionally, the IRS is amending the temporary regulations concerning the time
for making the election available to RICs under section 4982(e)(4).
The
amendments were originally proposed on 9/9/87 and since no comments were received
from the public the Service has adopted the amendments as proposed.
If further
information is needed after reviewing the regulations, contact Robert M. Casey at
the IRS at 202/566-3458.

The results of a nationwide collection program aimed at identifying employers who
misclassify their employees as "independent contractors." have been announced by
the IRS. William M. Wauben, Assistant Commissioner for Collection, announced that
the IRS now has about 400 revenue officers nationwide conducting examinations in
the employment tax examination program.
So far, as a result of this program, he
said, "over 9,000 delinquent employment tax returns have been filed and tax
assessments have been issued to 92 percent of those employers selected for
examination." He said because the IRS is concerned about the growing problem of
employment tax abuse by some employers, the Service will begin assigning
collection officers to the small business workshops conducted by the taxpayer
service division.
The collection officers will be able to familiarize new
business owners not only with their responsibilities as employers but also with
the collection process in general.
Information on the classification of workers
and the employer/employee relationship tests that the IRS uses to determine
employee classification issues is contained in IRS Publication 539, "Employment
Taxes."
The publication is available free of charge from the IRS by calling 1800-424-3676.
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TREASURY. DEPARTMENT OF

The IRS will waive the penalties for underpayment of estimated tax for 1987 Federal
income tax returns filed by farmers who did not receive information documents from
the U.S. Department of Agriculture by 2/15/88. the IRS announced recently.
The
information documents are the 1987 Form 1099-A, "Information Return for
Acquisition or Abandonment of Secured Property," and Form 1099-G, "Statement for
Recipients of Certain Government Payments," or substitute Department of
Agriculture Form CCC-182.
According to the IRS, generally farmers are subject to
special estimated tax rules.
They do not have to file quarterly estimated tax
returns and are relieved of any estimated tax penalty if they file their income
tax returns and pay the tax due in full by March 1, of the following tax year,
instead of the usual April 15 filing deadline.
Because of the delayed receipt of
the information documents this year, some farmers will be unable to determine
their tax due and file their 1987 returns by March 1.
The IRS said when farmers
file the 1987 Form 1040, they should attach Form 2210F, "Underpayment of Estimated
Tax by Farmers and Fishermen," with their name and social security number at the
top of the form and the words "Farm Waiver" at the bottom right-hand side.
The
rest of Form 2210F should be left blank.
Proposed regulations incorporating and modifying provisions from several previous
regulation projects on information reporting and backup withholding of interest
and dividends have been released by the IRS (see the 2/26/88 Fed. Reg. , pp. 59916011).
The IRS said the proposed regulations provide guidance on information
reporting provisions as they relate to transactions involving foreign persons and
implement provisions of the Interest and Dividend Tax Compliance Act of 1983 and
the Tax Reform Acts of 1984 and 1986.
The IRS also noted that the proposed
regulations do not address the application of backup withholding to reportable
payments of either foreign source dividends or foreign source interest paid
outside the U.S. or to payments made outside the U.S. by foreign branches of
banks, brokers, and payee agents.
Those subjects will be addressed in future
proposed regulations.
Regarding information reporting of payments of interest by
or to foreign persons, the proposed regulations clarify the information reporting
requirements applicable to foreign branches of domestic and foreign banks.
While
foreign branches of domestic banks generally are required to report payments of
interest on deposits held by U.S. persons, those branches are not required to
obtain a Form W-8 in order to treat a payee as other than a U.S. person.
Instead,
the IRS said, they "may rely on documentary evidence in their records."
The IRS
has also determined "that information concerning deposits of individual residents
of Canada in United States bank accounts would be of significant use in furthering
its compliance efforts." Therefore, the proposed regulations require reporting of
interest paid on those deposits to residents of Canada, which provides such
information to the U.S.
Such interest is not subject to backup withholding, the
IRS said.
The proposed regulations do not require reporting of deposit interest
paid to residents of any other foreign country, but the Service said such proposed
regulations would be issued in the future, if it should become "appropriate." The
regulations are proposed to become effective generally with respect to reportable
payments made and transactions occurring 30 days after the publication of final
rules in the Federal Register. Written comments and requests for a public hearing
must be delivered or mailed before 4/29/88 and should be sent to Commissioner of
Internal Revenue, ATTN:
CC:LR:T (INTL-52-86), Washington, D.C. 20224.
For
further information after reading the proposed regulations, please contact Chip
Collins at the IRS at 202/634-5406 concerning foreign transactions; or Arthur E.
Davis, III at the IRS at 202/566-3238 concerning broker transactions, and dividend
and patronage dividend payments; or Renay France at the IRS at 202/566-3459
concerning all other provisions.
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Two

proposed amendments to Bank Secrecy Act regulations designed to curb money
laundering have been withdrawn by the Treasury Department (see the 2/29/88 Fed.
Reg.. pp. 6011-12).
The amendments would have required reporting and
recordkeeping requirements on certain cash purchases under $10,000 and were first
proposed 8/25/86 (see the 9/1/86 Wash. Rpt.) The Treasury Department had proposed
that financial institutions be required to obtain a report from persons who
purchased more than $3,000 of cashier's checks, money orders, traveler's checks,
or official bank checks.
The report would be signed by the customer and would
certify whether the customer, or person on whose behalf the purchase was made, had
purchased more than $10,000 of such instruments in one day.
An affirmative
certification, or refusal to certify, would have required the bank to file a Form
4789 with the Treasury Department.
Another proposal would have added new
recordkeeping requirements relating to the new reporting requirement.
The
Treasury Department said the response to the proposed amendments was
"overwhelmingly negative" in the 300 comments it received.
If further information
is needed after reading the notice, please contact Kathleen Scott at the Treasury
Department at 202/566-9947.

The collection of excise taxes on diesel fuel under an election provided by Internal
Revenue Code section 4041(n) is the subject of temporary and proposed regulations
recently issued by the IRS (see the 3/1/88 Fed. Reg., pp. 6518-23 and p. 6524).
In general, Code section 4041(a)(1) imposes excise taxes on the sale of any liquid
sold for use as fuel in a diesel-powered highway vehicle.
The taxes are imposed
when the liquid is sold to an owner, lessee, or other operator of a diesel powered
highway vehicle for use as fuel in such vehicle. Congress has determined, the IRS
said, that the number of taxpayers required to file returns for the diesel fuel
tax would be reduced if a mechanism was provided to impose the tax at the time of
sale to the retailer.
The Tax Reform Act of 1986 added section 4041(n), which
allows a qualified diesel fuel retailer to elect to shift the liability for the
tax imposed by section 4041(a)(1) to the seller of the fuel to that retailer.
A
qualified retailer is not required to make the election with respect to all its
sellers in order for the election to become effective.
The qualified retailer
remains liable, however, for any tax imposed on the subsequent sale of diesel fuel
purchased tax-free from a seller not covered by a valid election. The regulations
are effective and apply to sales of diesel fuel for use in diesel-powered highway
vehicles made after 3/31/87 and before 4/1/88, with certain exceptions.
Public
comments and requests for a public hearing are sought by 5/2/88.
Comments should
be sent to the Commissioner of Internal Revenue, ATTN: CC:LR:T (LR-114-86),
Washington, D.C. 20224.
If further information is needed after reviewing the
regulations, please contact Lauren Shaw at the IRS at 202/566-3287.
Guidance to determine whether the foreign corporations in which taxpayers hold stock
are passive foreign investment companies (PFIC) is the subject of temporary and
proposed regulations issued recently by the IRS (see the 3/4/88 Fed. Reg., pp.
6770-6780 and p. 6781).
Under the Tax Reform Act of 1986 a foreign corporation
will be classified as a PFIC if either 75 percent or more of its gross income for
the taxable year is passive, or 50 percent or more of the average value of its
assets for the taxable year produce passive income or are held for the production
of passive income. The regulations provide that a PFIC can elect to be treated as
a qualified electing fund (QEF).
Under this election the PFIC shareholders that
are U.S. persons will be taxed currently on their respective shares of the QEF's
earnings. The temporary regulations provide that generally the PFIC must file its
QEF election with the Philadelphia Service Center before the 15th
day of the
third month following the taxable year for which the election is made.
The PFIC
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must provide certain information including the total ordinary earnings and net
capital gain for the year of the election, according to the regulations.
In
certain cases the PFIC will be able to amend and supplement the information
provided in its election statement.
The temporary regulations also require the
PFIC to notify its shareholders of the daily amount of ordinary earnings and net
capital gain of the PFIC deemed earned on a share of stock during the taxable
year.
The shareholder notification and certification statement will require
certain shareholders of record that hold stock for their own benefit to complete
the certification statement and return it to the PFIC, according to the
regulations.
The regulations also require that certain types of shareholders of
record must notify their owners, or the persons on whose behalf they hold the
stock, of their pro rata shares of the earnings of the PFIC.
These shareholders
also must be advised to request the indirect owners to report their status as U.S.
persons to the PFIC.
Only U.S. persons that are direct or indirect shareholders
of the PFIC are required to certify their status to the PFIC, according to the
regulations.
The temporary regulations provide that the failure to comply with
the request for certification will not invalidate the QEF election.
The
regulations are proposed to be effective for taxable years beginning after
12/31/86. Written comments and requests for a public hearing must be delivered or
mailed by 5/5/88 to Commissioner of Internal Revenue, ATTN:
CC:LR:T (CC:INTL-94186), Washington, D.C. 20224.
For further information after reading the temporary
and proposed regulations, please contact Gayle E. Novig at 202/634-5423.
SPECIAL:

AICPA TESTIFIES AT IRS HEARING ON ALLOCATION OF INTEREST RULES

Proposed and temporary regulations governing the allocation of interest expense for
purposes of applying limits on passive activity losses and credits, investment
interest, and personal interest are "too complex and strict," according to Herbert
J. Lerner, chairman of the Executive Committee for the Tax Division of the AICPA.
Speaking at an IRS hearing in Washington, D.C. on 3/1/88, Mr. Lerner said that
"most taxpayers do not conduct their affairs in a manner which would allow them,
under these regulations, to deduct the full amount of interest expense to which
they are entitled."
He emphasized the need for administrative procedures
concerning the regulations to be as "simple and flexible as possible to encourage
taxpayer compliance."
He described the present regulations as "unmanageable."
Mr. Lerner also discussed the Service’s intent to issue regulations providing that
for debt proceeds deposited in any account on or before 12/31/87, taxpayers may
treat any expenditure made from any account of the taxpayer or from cash within 30
days before or after debt proceeds are deposited in such account or any other
account of the taxpayer as made from such proceeds.
This rule is extended to 90
days after, in the case of expenditures made before 8/4/87. He urged that the 90day rule be extended to expenditures made after 8/4/87 as well.
The final
regulations for debt proceeds received in cash should also extend the 90-day rule
to expenditures made after 8/4/87, Mr. Lerner said.
He added that the 90-day
period will more adequately insure that taxpayers "do not get trapped by timing
differences with respect to the use of debt proceeds earmarked for certain uses."
SPECIAL:

CPAs INCLUDED ON TAX PENALTY TASK FORCE FORMED BY SENATOR PRYOR

Three CPAs have been selected to serve on a private sector task force charged with
studying Federal income tax penalties and determining whether the system should be
changed.
The CPAs are Herbert J. Lerner, chairman of the Executive Committee for
the Tax Division of the AICPA; Ed Pendergast, representing the National Federation
of Independent Business;
and Leonard Podolin,
chairman of the AICPA
Responsibilities in Tax Practice Subcommittee.
Appointments to the task force
were made by Sen. David Pryor (D-AR), the chairman of the Senate Finance
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Subcommittee on Private Retirement Plans and Oversight of the Internal Revenue
Service, and the organizer of the task force.
The 20-member task force also
includes former IRS Commissioner Jerome Kurtz, and former Rep. Henson Moore of
Louisiana, who served on the House Ways and Means Committee and who will represent
the U.S. Chamber of Commerce.
The task force will be chaired by two former chief
counsels to the IRS--N. Jerold Cohen, who is now a partner with the law firm of
Sutherland, Asbill & Brennan, and Kenneth W. Gideon, who is now a partner with the
law firm of Fried, Frank,
Harris, Shriver & Jacobson.
Gerald Portney, a former
IRS counsel and now a principal with Peat Marwick Main & Co., was also appointed
to the task force.
In announcing the formation of the task force, Sen. Pryor
said, "The penalties which accompany our income tax system have evolved into an
overwhelming, intimidating nightmare for most taxpayers with objectives that may
have little to do with enforcement of our tax laws."
He said the individuals
appointed to the task force "will bring a wealth of experience from the business,
government, academic and legal communities as well as experience from within the
Internal Revenue Service itself to take a practical, objective look at penalties."
Sen. Pryor said he hoped the task force would report its findings to him by
October,
after which his subcommittee could act on the task force's
recommendations.
Sen. Pryor has already scheduled a subcommittee hearing for
3/14/88 to review Internal Revenue Code penalties (see the 2/1/88 Wash. Rpt.).
The hearing is scheduled to begin at 10:00 a.m. in Room 215 of the Dirksen Senate
Office Building.

For further information contact Shirley Twillman at 202/737-6600.
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